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Financial Highlights 


Sales and operating revenues . . . . 

1975 

. . $982,002,298 

1974 

934,171,582 

Net earnings. 

$13,367,618 

9,672,034 

Per common share: 

Net earnings. 

$3.49 

2.52 

Dividends . 

$1.25 

1.14 

Average number of common 

shares outstanding . 

3,817,718 

3,823,501 


Five-Year Growth 
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Diamond Anniversary 



Fairness, courtesy, consideration, truthfulness 
and honest dealings — Colonial Stores 
Incorporated is but the lengthening shadow 
of two men who expressed identical policies 
and who found others who ‘liked groceries’ 
to carry on when they retired.” 

Those words are fully as appropriate and as 
meaningful now, at the beginning of our 
Diamond Anniversary Year, as when they 
were first written twenty-five years ago. 

The words appeared then in a narrative 
review of the first half-century of operations 
by the Southern-born grocery company which 
had attained its Golden Annniversary. Its 
emergence to leadership in the food chain 
industry and, more importantly, its dedication 
to those precepts already portended more 
greatness to come. 

As on that Golden Anniversary, the phrasing 


could hardly be more apt in assessing the 
substance and the fiber of the Company, or 
the philosophies and ideals on which it has 
been built. The words capture the essence of 
the spirit and the will of the people who 
have been a part of it all. 

The “lengthening shadow” was cast by 
David Pender and L. W. Rogers, the two men 
who built individual business successes 
around their liking for groceries and their 
strikingly similar principles in dealings 
with customers and their fellowmen. 

Destiny had not yet linked those names 
in 1901, the year from which Colonial dates 
its company origins. It was on January 24, 1901 
that Pender incorporated on Norfolk’s 
Brewer Street as the David Pender Grocery 
Company. He had capital stock of $5,000, 
built up from his modest beginnings in the 



EARLY WAREHOUSE and central offices of L. W. Rogers Grocery Company, circa 1900, were on Forsyth 
Street in midtown Atlanta. 
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first store he acquired with a $2,500 bank note, 
some bold dreams and a penchant for 
hard work. 

Similarly, Rogers had begun his venture 
in 1892 in a cash and carry store on Atlanta’s 
Whitehall Street, shortly after he and his 
wife moved South from Maine. Atlanta 
somehow appealed to him as a place to put 
down roots. Like Pender, he had visions 
but little else to recommend a business future 
except a $300 nest egg and a dedicated 
staff of two — his wife and himself. 

The growth of those two companies laid the 
foundation from which the structure of 
Colonial would later rise. Russell B. Stearns, 
whose fine hand has been involved in guiding 
the Company for 43 years, emerged as the 
“architect” in fashioning that structure. 

Stearns earlier had planned the sound 
financing whereby Pender-Rogers, as a 
management partnership, jointly undertook 
an extensive development program in 
the 1930s. He was an integral part of the 
merger in December 1940, involving the 
Pender Company and Southern Grocery 
Company, which had acquired Rogers and 
other stores. Over the years, Stearns 
has continuously fine-tuned the workings 
of the Company, and he remains a guiding 
force on the Board which he has served as 
Chairman for a number of years past 
and currently as the Chairman of the 



Executive Committee. 

Those companies which were to become 
Colonial were in the forefront of an era 
in the business history of the nation. Their 
beginnings as supermarkets were in the 
empty warehouse and factory of the 
depression years. Cases of canned goods 
and stacks of groceries were there for 
customers to “serve yourself, pay as you go 
out.” It was an austere plan to offer food 
at the lowest possible prices. 

Supermarkets have changed greatly since 
those earliest days, but the basic approach has 
remained the same. As the concept has 
matured, and the methods have been 
modernized, Colonial has been one of the 
handful of progressive pioneering companies 
which most often have shown the way. 

Pioneer, leader and innovator in the 
industry, Colonial today is generally ranked 
seventeenth largest among food chains 
in terms of total sales — and much closer 
to the top in considering food sales only. 
Following its finest year ever in 1975, 
the Company is poised for its most exciting 
era in the years ahead. 

Chain food stores are almost entirely a 
story of the Twentieth Century. Colonial Stores 
Incorporated is a part of that story, and its 
chapters will continue to be added far beyond 
this Diamond Anniversary Year. 



ROGERS STORES had increased to 19 in number by 1905, when this photograph was made inside a store 
on Atlanta’s Peachtree Street. Forerunners of today’s modern transportation fleet were horse-drawn delivery 
wagons like this one, which operated from Pender stores soon after the turn of the century. 
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To Our Stockholders 


The finest year in Colonial’s history saw 1975 
sales and earnings surge to new record levels, 
almost doubling the sales and earnings of just 
ten years ago. The new all-time highs, 
significantly, were accomplished with fewer 
stores than were operated in 1974. 

Sales for the 53 weeks ended January 3, 

1976, reached a new high of $982,002,298, 
which surpassed by $47,830,716 the previous 
best of $934,171,582 during 1974. 

The company attained its 1975 sales with 
378 stores in seven southeastern states at the 
end of the year. By comparison, as many as 430 
stores had been operated in 1974, prior to the 
sale and disposal of all stores in the Midwest 
Division in the states of Ohio and Kentucky. 

Earnings for 1975 were $13,367,618, equal to 
$3.49 per share of common stock. This 
compared to 1974 earnings of $9,672,034, or 
$2.52 per share. Previous high earnings were 
$11,114,415 in 1973. 

The 1975 earnings per share were based on 
an average of 3,817,718 shares of common 
stock outstanding, compared to an average of 
3,823,501 during 1974. 

The dividend paid in 1975 was $1.25 per 
share. Our Board of Directors, at their 
January 1976 meeting, approved an increase in 
the quarterly dividend to the rate of 36V4 cents 
per share of common stock, or $1.45 on an 
annual basis. 

Our record results for 1975 should be viewed 
as highly satisfactory, especially in the light of 
the unusual economic conditions which were 
the trademark of 1975. Over the course of the 
year, there were times when nothing seemed 
certain about the economy except its 
continuing uncertainty. 

It was a year in which the effects of inflation 
reached a peak, began a gradual abating near 
midyear, then subsided to the lowest level in 
many months as the year drew to a close. 

Retail food prices began to show some minor 
leveling trends at midyear, and the stabilizing 
became more pronounced during the third 
quarter, with the exception of prices on 
produce and meat products. At year’s end, the 


net effect of inflation on our grocery 
department prices was an increase of less 
than two per cent for the year. 

Our continued concentration on operating 
efficiencies and cost controls contributed to 
our success in 1975. These control programs 
will be accelerated and their results analyzed 
more definitively to synchronize them with the 
programs which are under way as we enter 
1976. 

The increased cost of electrical power has 
been the fastest rising of all our operating 
expenses. In this area of energy conservation, 
we have a planned program for the installation 
of electronic and mechanical equipment to 
reduce our energy costs in the future. During 
1976, we plan to install this energy saving 
equipment in 100 or more stores. 

A principal priority goal during the year will 
be to obtain the optimum return on our 
investment in our transportation fleet and all 
other warehouse and transportation equipment. 
We are seeking the most efficient routing, 
scheduling and coordination of vehicles, and we 
are evaluating our options as to how equipment 
is replaced when it becomes necessary. 

The capital cost of our fleet has increased 
drastically and rapidly to further emphasize 
the critical proportions of this cost factor. 

We will retain the best of our used equipment 
and have it completely rebuilt to extend the 
life of the equipment by 60 per cent, at a cost 
of only about 40 per cent of the new 
replacement purchase cost. We will, of course, 
replace all obsolete tractors, trailers and other 
transportation equipment with new vehicles. 

Our stores development program kept pace 
with projections of what we considered 
realistic goals in the face of a difficult climate 
for expansion. Construction costs remained 
extremely high, in spite of a general flattening 
out during the year. The cost of materials rose 
at a faster rate than inflation, while labor costs 
increased more slowly. Overall, there was a 
slowdown in building of all kinds and a lack 
of attractive opportunity for new construction 
or expansion. 
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Fourteen new supermarkets were opened 
during 1975, and 23 stores were remodeled. 
Our plans for 1976 are to open a minimum of 
20 new stores and to remodel approximately 
20 more stores. 

New stores to be opened will have an 
interior decor even more pleasing and warm 
in appearance. The new design will retain the 
rear wall mirror, which has become closely 
identified with our stores and has gained 
universal popularity among our customers. 

During 1976, the company will introduce in 
a number of selected stores a concept in 
complete food service departments. These 
departments, to be called “Appetite Shoppes,” 
have been planned as a considerable step 
beyond the delicatessen. In addition to the 
familiar delicatessen items, the departments 
will offer complete dinners for takeout service, 
including meals with a main dish of meat, 
poultry or fish. Canape trays of hot and cold 
hors d’oeuvres, party sandwiches and an array 
of meat dishes, salads, desserts and cold meats 
will be included in the line of merchandise. 

It is anticipated that eight or ten of these 
departments will be opened during 1976. The 
merchandising approach of this concept will be 
directed toward working couples, single 
persons and college students, who comprise a 
great portion of the takeout food market in this 
country. Kitchen-tested recipes have been 
developed for months in preparation for the 
introduction of this new department. 

The Spartanburg Dairy Center will expand 
its line of frozen dessert products in 1976, 
including the introduction of a premium 
quality ice cream which will be merchandised 
in round half-gallon containers. Additionally, 
lines of frozen novelties and dairy by-products 
have been developed for distribution to all 
stores during 1976. 

During 1975, the company also instituted 
several innovations in its manufacturing 
operations. These included the development 
of improved formulas in our cookie operations, 
and the introduction of attractive new 
packaging on all baked goods. Continued 
emphasis is being placed on increasing sales 


of manufactured and processed goods. 

Disposition of all but minor holdings in 
Ohio and Kentucky completed the company’s 
withdrawal from the Midwest during 1975. 
Certain lease liabilities remain, but most are 
contracts through which rents are paid by the 
sublessee. Sale of a former office building and 
some acreage in Ohio was the final transaction 
of any significance. 

Three new Directors were elected to the 
Board at the 1975 annual meeting of our 
stockholders: Harry J. Mehre, Jr., and Barry 
Phillips, both of Atlanta, and Ernest J. Sargeant 
of Boston. We are appreciative of the 
meaningful contributions of two outgoing 
Directors, Ellis D. Slater and Ernest P. Rogers, 
who retired from the Board. 

The successful year we enjoyed in 1975 
would not have been possible without the 
efforts and support of so many who were a 
part of it — our stockholders, our Board of 
Directors, the company’s officers, the 
thousands of dedicated employees and, of 
course, our customers, whose loyalty to our 
products and our way of serving them has 
meant so much to the company. I take this 
opportunity to express sincere gratitude to 
each of these who contributed to our success. 

Entering the new year, Colonial is on the 
threshold of the most promising era of 
opportunity in its 75-year history. The 
accomplishments of last year rekindled our 
optimism, and the challenges before us have 
generated a vibrant enthusiasm throughout 
the company. With the added impetus of an 
improving economy, which we confidently 
anticipate will continue, the months just ahead 
can be fulfilling for all of us. 


Chairman of the Board 
and Chief Executive Officer 

January 30, 1976 
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Consolidated Statements of Earnings 

YEARS ENDED JANUARY 3, 1976 (53 WEEKS) AND DECEMBER 28, 1974 (52 WEEKS) 

1975 1974 

(amounts in thousands) 

Sales and operating revenues . $982,002 934,172 

Cost of sales (note 1) . 768,621 739,919 

Operating and administrative expenses . 191,118 177,070 

959,739 916,989 

Operating profit . 22,263 17,183 

Other income (net) — interest and sundry items (note 7) . 3,190 1,581 

25,453 18,764 

Interest expense on long-term debt . 2,085 1,992 

Earnings before Federal income taxes . 23,368 16,772 

Federal income taxes (note 4) . 10,000 7,100 

Net earnings . $ 13.368 9,672 

Per share of common stock, based on 3,817,718 shares 
outstanding (1974, 3,823,501 shares) . $3.49 2.52 


See accompanying summary of significant accounting 
policies and notes to consolidated financial statements. 
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Consolidated Balance Sheets 

JANUARY 3, 1976 AND DECEMBER 28, 1974 

ASSETS 


January 3, December 28, 


1976 1974 

(amounts in thousands) 

Current assets: 

Cash . $ 8,064 7,929 

U. S. Government and other short-term obligations 

at cost, which approximates market . 33,234 22,418 

Receivables . 3,635 5,865 

Inventories (note 1) . 52,773 53,351 

Prepaid expenses . 790 785 

Total current assets 98,496 90,348 


Investments and other assets: 

Investments in preferred stocks (note 2). 3,070 3,910 

Other assets. 2,212 657 

Total investments and other assets 5,282 4,567 


Property and equipment, at cost (note 3): 

Land . 4,561 4,213 

Buildings and improvements . 13,891 12,997 

Fixtures and equipment . 84,794 79,507 

Transportation equipment . 12,516 11,175 

Improvements to leased premises . 10,761 9,493 

Construction in progress . 549 1,493 

127,072 118,878 

Less accumulated depreciation . 56,760 52,182 


Net property and equipment. 70,312 66,696 


$174,090 161,611 


See accompanying summary of significant accounting 
policies and notes to consolidated financial statements. 
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LIABILITIES & STOCKHOLDERS’ EQUITY 


January 3, December 28, 
1976 1974 

(amounts in thousands) 

Current liabilities: 

Accounts payable . $ 27,314 25,583 

Accrued expenses . 15,004 11,494 

Income taxes (note 4) . 2,579 841 

Total current liabilities 44,897 37,918 


Long-term debt (note 3) . 25,569 24,895 

Other long-term liabilities . 2,822 6,047 

Deferred income taxes (notes 2 and 4) . 5,488 4,189 

Noninterest-bearing unsecured one-year promissory notes, 

renewable annually at company option (note 3) . 1,286 2,286 

Stockholders’ equity (notes 2, 3, and 5): 

4% cumulative preferred stock of $50 par value per share, 

redeemable 1,200 shares per annum at par plus accrued dividends. 

Authorized and issued 21,102 shares (1974, 21,134 shares) . 1,055 1,057 

Common stock of $2.50 par value per share. 

Authorized 8,000,000 shares; issued 4,387,899 shares 

(1974, 4,376,424 shares) . 10,970 10,941 

Capital in excess of par value of capital stock . 1,487 1,355 

Unrealized loss on market decline of investments 

in preferred stocks . (588) - 

Retained earnings . 92,207 83,656 

105,131 97,009 

Less common stock held in treasury, 576,545 shares 
(1974, 559,469 shares), at cost . 11,103 10,733 

Total stockholders’ equity . 94,028 86,276 


Commitments and contingent liability (notes 7 and 8) 

$174,090 161,611 
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Consolidated Statements of Stockholders’ Equity 

YEARS ENDED JANUARY 3, 1976 (53 WEEKS) AND DECEMBER 28, 1974 (52 WEEKS) 

1975 1974 

(amounts in thousands) 

Preferred stock: 

Beginning of year. $ 1,057 1,057 

Retirement of 32 shares (requirements through 
1977 have been met). (2) ~ 

End of year. 1,055 1,057 


Common stock (note 5): 

Beginning of year . 10,941 10,938 

Issued under stock option plans, 11,475 shares 

(1974, 1,200 shares) . 29 3 

End of year . 10,970 10,941 


Capital in excess of par value of capital stock (note 5): 

Beginning of year . 1,355 1,339 

Amounts related to common stock issued under stock option 

plans, treasury shares issued to employees under incentive bonus 

plan and retirement of preferred stock . 132 16 

End of year . 1,487 1,355 


Unrealized loss on market decline of investments in 

preferred stocks (note 2) (588) 


Retained earnings (note 3): 

Beginning of year . 83,656 78,375 

Net earnings . 13,368 9,672 

Dividends paid: 

4% cumulative preferred stock — $2.00 per share . (42) (42) 

Common stock — $1.25 per share (1974, $1.14 per share) . (4,775) (4,349) 

End of year . 92,207 83,656 


Cost of common treasury shares: 

Beginning of year. (10,733) (10,550) 

Issued to employees under incentive bonus plan 2,924 shares 

(1974, 2,551 shares). 56 49 

Reacquired, 20,000 shares (1974, 12,500 shares). (426) (232) 

End of year. (11,103) (10,733) 


Total stockholders’ equity $ 94,028 86,276 


See accompanying summary of significant accounting 
policies and notes to consolidated financial statements. 
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Consolidated Statements of Changes in Financial Position 

YEARS ENDED JANUARY 3, 1976 (53 WEEKS) AND DECEMBER 28, 1974 (52 WEEKS) 

1975 1974 

(amounts in thousands) 

Funds provided: 

Net earnings . $ 13,368 9,672 

Charges (credits) not affecting working capital: 

Depreciation and amortization . 10,330 9,652 

Deferred income taxes . 1,551 141 

(Gain) loss on sales and abandonments of property 

and equipment . (59) 283 

Provision for deferred pension expenses . 50 50 

Book value of donated property . - 430 

Other, net . 23 23 

Total provided by operations . 25,263 20,251 

Proceeds from long-term debt . 700 - 

Proceeds from sale of property and equipment . 2,211 5,629 

Increase in other long-term liabilities . - 1,072 

Other, net 189 32 

$ 28,363 26,984 


Funds used: 

Additions to property and equipment . $ 16,098 17,855 

Dividend payments . 4,817 4,391 

Purchase of common stock held in treasury . 426 232 

Increase in investments in preferred stocks . - 200 

Increase in other long-term assets . 1,578 296 

Decrease in other long-term liabilities . 3,275 - 

Decrease in noninterest-bearing unsecured one-year 

promissory notes . 1,000 - 

Increase in working capital . 1,169 4,010 

$ 28,363 26,984 


Increases (decreases) in working capital: 

Cash . $ 135 1,045 

U. S. Government and other short-term obligations . 10,816 (5,139) 

Receivables . (2,230) 779 

Inventories . (578) (8,077) 

Prepaid expenses . 5 (595) 

Accounts payable . (1,731) 12,698 

Accrued expenses . (3,510) 1,714 

Income taxes . (1,738) 1,585 

Increase (decrease) in working capital . $ 1,169 4,010 


See accompanying summary of significant accounting 
policies and notes to consolidated financial statements. 
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Summary of Significant Accounting Policies and 



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The accounting policies set forth below are presented to assist the reader in understanding the 
accompanying consolidated financial statements. 


Fiscal Year 

The fiscal year of the Company and its sub¬ 
sidiaries ends on the Saturday nearest to 
December 31. Normally, each fiscal year con¬ 
sists of 52 weeks, but every five or six years, 
the fiscal year consists of 53 weeks as did the 
fiscal year ended January 3, 1976. 

Basis of Consolidation 

The accompanying consolidated financial state¬ 
ments include the accounts of Colonial Stores 
Incorporated and subsidiaries, all of which are 
wholly owned. Intercompany balance sheet ac¬ 
counts and all significant profit or loss on inter¬ 
company transactions have been eliminated in 
consolidation. 


Inventories 

The last-in, first-out (LIFO) method is used to 
determine the cost of grocery, produce and 
meat products in warehouses and retail stores. 
All other inventories aggregating approximately 
5% to 7% of total inventories are stated at the 
lower of cost (first-in, first-out) or market. 

Depreciation 

The straight-line method is utilized for com¬ 
puting depreciation for financial reporting pur¬ 
poses, whereas for income tax purposes, 
accelerated methods are used for certain 
assets. 


The annual rates used in computing depre¬ 
ciation on the principal property and equipment 
classifications are as follows: buildings and im¬ 
provements— 2 V 2 % to 12 1 / 2 %; fixtures and 
equipment — 6 2 / 3 % to 33 V 3 %; transportation 
equipment—10% to 33 V 3 %. Improvements to 
leased premises are amortized on the straight- 
line method, principally over the current term 
of the lease or the useful life of the improve¬ 
ment, whichever is appropriate in the circum¬ 
stances. 


Income Taxes 

Investment tax credits are reflected in earnings 
as a direct reduction in the provision for Fed¬ 
eral income taxes in the year in which the 
related assets are placed in service. No addi¬ 
tional income taxes will be paid on undis¬ 
tributed earnings of subsidiaries, since con¬ 
solidated tax returns are filed. 


Earnings per Share 

Earnings per share of common stock have been 
determined by dividing net earnings, less pre¬ 
ferred stock dividends, by the weighted average 
number of shares of common stock outstand¬ 
ing, without consideration of shares contin¬ 
gently issuable under terms of stock options, 
since the effect of their inclusion would not 
have a material dilutive effect. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

JANUARY 3, 1976 AND DECEMBER 28, 1974 


(1) INVENTORIES —CHANGE IN 
ACCOUNTING METHOD 

Effective with the year ended December 28, 
1974, the Company changed its method of de¬ 
termining the cost of its inventories of grocery, 
produce and meat products in warehouses and 
retail stores from substantially the first-in, first- 
out (FIFO) method to the last-in, first-out (LIFO) 
method. This change in method was made since 
management is of the opinion that the LIFO 
method results in a more effective matching 
of current costs with current revenues in a 
period of rapidly rising prices. The effect of the 
change, made for both financial and income tax 
reporting purposes, was to reduce the value of 
inventories by approximately $8,900,000 at De¬ 
cember 28, 1974 and to reduce net earnings for 
the year then ended by approximately $4,345,- 
000 ($1.14 per share). 

At January 3, 1976, inventories were carried 
at approximately $10,400,000 less than they 
would have been under the former method of 
determining costs. 


(2) INVESTMENTS IN PREFERRED STOCKS 

In accordance with Statement No. 12 of the 
Financial Accounting Standards Board adopted 
in December 1975, the Company established a 
valuation allowance to reduce to market value 
the amount at which it carried its investment in 
preferred stocks, all of which exceeded market, 
at January 3, 1976. The allowance, in the 
amount of $840,000, was established by a 
charge to stockholders’ equity of $588,000 
which is net of the income tax effect of $252,- 
000. At December 28, 1974, these investments 
were stated at cost and had a market value of 
$2,854,000. 


(3) LONG-TERM DEBT 

Long-term debt is summarized as follows: 


January 3, December 28, 
1976 1974 

(amounts in thousands) 

8% sinking fund debentures due 


October 1, 1996, $800,000 redeem¬ 
able annually, beginning in 1982, 
through sinking fund, and $3,800,000 
in 1996; less unamortized discount 
of $58,000 ($62,000 in 1974) based 
on effective interest rate of 8.05% 

$14,942 

14,938 

Loans, secured by land and buildings: 
7.75%, payable, interest only 
through 1977, and equal 
quarterly installments from 

1978 through 2002 

6,000 

6,000 

7.90%, payable in quarterly 
installments, including interest, 
of approximately $100,000 
through 1998 

4,655 

3,979 


25,597 

24.917 

Less current portion, included 
in accounts payable 

28 

22 


$25,569 

24,895 


Provisions of the 8% sinking fund debentures 
contain, in addition to other covenants, restric¬ 
tions on the payment of cash dividends and 
other stock payments. At January 3, 1976, re¬ 
tained earnings of $33,400,000 are free of such 
restrictions. 

The noninterest-bearing notes payable in the 
accompanying balance sheets consist of notes 
payable to Gold Bond Stamp Company of 
Georgia, renewable annually at the Company’s 
option, presently due on or after February 1977. 
During 1975, the Company repaid at its option 
$1,000,000 of the original notes. 
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(4) FEDERAL INCOME TAXES 

The components of Federal income tax ex¬ 
pense for the years ended January 3, 1976 and 
December 28, 1974 are as follows: 



1975 

1974 


(amounts in thousands) 

Current, net of investment credit 

$ 8,633 

6,959 

Deferred: 

Excess of tax over book 
depreciation 

1,177 

917 

Excess of tax gains over book gains 
on sales of assets 

(333) 

(615) 

Difference in liability provided and 
payments made relative to 
closed stores 

70 

(576) 

Additional funding of liability for 
pension costs 

453 


Other, net (ranging from 
approximately $6,000 to $170,000) 

_ 

415 

Net deferred provision 

1,367 

141 


$10,000 

7,100 


Total tax % expense for the years ended 
January 3, 1976 and December 28, 1974 
amounted to $1,217,000 (5.2%) and $950,000 
(5.7%), respectively, less than the amount 
computed by applying the U.S. Federal income 
tax rate of 48% to earnings before Federal 
income taxes. Of such amounts above, $1,124,- 
000 (4.8%) and $710,000 (4.2%), respectively; 
related to investment credit. 

State and local income taxes (including pro¬ 
visions for deferred state income taxes) amount¬ 
ing to approximately $1,365,000 and $998,000 
for 1975 and 1974, respectively, are treated as 
operating expenses. 

During 1975, the Internal Revenue Service 
completed its examination of the Company’s 
1973 Federal income tax returns. The examina¬ 
tion resulted principally in adjustment of timing 
differences in 1973 and 1974 and accordingly, 
affected only the classification of Federal 
income taxes as between current and deferred 
in those years. 

(5) QUALIFIED AND NONQUALIFIED 
OPTIONS TO PURCHASE 
COMMON STOCK 

Under the terms of various qualified stock op¬ 
tion plans and a nonqualified stock option plan, 
options are granted to certain officers and em¬ 


ployees to purchase shares of the Company’s 
common stock at not less than fair value at 
date of grant. Qualified options are exercisable 
over a five-year period from date of grant, and 
nonqualified options are exercisable over a 
ten-year period. The following summary pre¬ 
sents transactions and other information re¬ 
lated to options granted under the plans for the 
years 1975 and 1974. 



Shares 

Option Price 

Options outstanding 




December 29, 1973 

138,750 

$14.00 

- 30.25 

Granted 

35,000 

18.13 

- 20.75 

Exercised 

1,200 

16.50 

- 16.63 

Expired 

9,750 

16.50 

- 20.75 

Options outstanding 




December 28, 1974 

162,800 

14.00 

- 30.25 

Granted 

45,750 

17.13 

- 20.75 

Exercised 

11,475 

14.00 

- 17.13 

Expired 

16,575 

16.50 

- 30.25 

Options outstanding 




January 3, 1976 .. 

180,500 

16.63 

- 23.00 


At January 3, 1976 and December 28, 1974, 
options for 76,700 shares and 75,100 shares, 
respectively, were exercisable and 22,825 
shares and 53,000 shares, respectively, were 
available for future grants. 

In accordance with the requirements of the 
qualified stock option plans and the Internal 
Revenue Code, options totaling 59,750 shares 
at January 3, 1976 granted to certain optionees 
do not become exercisable until options 
granted to them at a higher price have been 
fully exercised or expire. 

(6) RETIREMENT PLAN FOR EMPLOYEES 
The Company has a trusteed noncontributory 
pension plan covering all of its employees and 
a supplemental nonqualified and nontrusteed 
plan for certain executives. Total pension 
costs charged against operations amounted to 
$2,300,000 in 1975 and $1,800,000 in 1974, of 
which $2,250,000 and $1,750,000, respectively, 
were funded. Effective January 1975, the trus¬ 
teed plan was amended to provide for more 
liberal vesting in accordance with the Employee 
Retirement Security Act of 1975 and to provide 
for other increased benefits. The increased 
benefits, plus increased covered wages, were 
the principal causes of the increase in pension 
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costs in 1975. The Company’s funding policy 
has been to make contributions periodically to 
maintain the fund in sound condition. As of the 
latest valuation date, the actuarially computed 
value of vested benefits exceeded the market 
value of the pension fund assets and the ac¬ 
crual for pension costs by approximately 
$11,900,000. At January 3, 1976, the unfunded 
past service cost amounted to approximately 
$12,500,000. 

(7) COMMITMENTS 

The Company has various leases in effect (382 
in number) at January 3, 1976, on store proper¬ 
ties, parking lots, manufacturing plants, ware¬ 
houses and office buildings. The leases will 
expire principally during the next twenty years; 
in the normal course of business, however, it is 
expected that most will be renewed or re¬ 
placed by leases on other properties. 

For purposes of the following disclosure, the 
Company has classified its lease arrangements 
as either “finance” leases or “operating” 
leases. A “finance” lease has been defined as 
one in which the lease term covers at least 
75% of the useful life of the property or the 
lease has terms which assure the lessor full 
recovery of his investment in addition to a rea¬ 
sonable return on such investment. 

Rent expense on all leases, both cancellable 
and noncancellable, for the years ended Janu¬ 
ary 3, 1976 and December 28, 1974 was as 
follows: 


Finance leases: 

Minimum rentals, net of minor 
sublease rentals 
Rent based on sales 


Operating leases: 

Minimum rentals, net of minor 
sublease rentals 
Rent based on sales 


Total rent expense 


1975 1974 

(amounts in thousands) 

$ 4,345 4,415 

158 158 

4.503 4,573 

8,813 8,817 

969 810 

9,782 9,627 

$14,285 14,200 


Minimum rentals under all noncancellable 
leases on real property at January 3, 1976, net 


of minor sublease income, are as follows: 


Years 

Finance 

Leases 

1976 

$ 4,700 

1977 

4,700 

1978 

4,700 

1979 

4,700 

1980 

4,600 

1981-1985 

21,000 

1986-1990 

19,500 

1991-1995 

10,200 

1996-2008 

300 


$74,400 


Operating 

Leases 

Total 

(amounts in thousands) 

7,800 

12,500 

7,300 

12,000 

6,500 

11,200 

5,900 

10,600 

5,400 

10,000 

17,800 

38,800 

3,800 

23,300 

200 

10,400 

200 

500 


54,900 129,300 


Certain of the leases included above provide 
that the Company will pay real estate taxes, 
maintain insurance, and certain other operating 
expenses applicable to the properties. On 
some leases, certain of these costs are in¬ 
cluded in the basic contractual rental payments. 
Since it is not practicable to obtain an estimate 
of such costs, due to the varying terms of each 
lease, the basic contractual rental payment for 
each lease was used in presenting minimum 
rentals. 

The present values of the aggregate mini¬ 
mum lease commitments, net of minor sublease 
rentals, relating to “finance” leases on real 
properties at January 3, 1976 and December 
28, 1974 were $39,700,000 and $39,800,000, re¬ 
spectively, based upon interest rates ranging 
from 6% to 11%. The weighted average inter¬ 
est rates were 8.5% for 1975 and 8.2% for 
1974. 

If “finance” leases were capitalized, the 
lease rights amortized on a straight-line basis, 
and interest expense accrued on the basis of 
the outstanding lease liability, net earnings 
would have been reduced by approximately 
$398,000 in 1975 and $391,000 in 1974. Included 
in this computation for 1975 were amortization 
of $2,053,000 and interest expense of $3,105,000; 
for 1974, amortization was $2,157,000 and inter¬ 
est expense was $3,059,000. 

Other income (net) in 1974 includes a pro¬ 
vision of $1,200,000 representing the present 
value of closed store lease expenses, net of 
sublease income, in addition to other expenses 
related to the closing of the Midwest Division. 
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(8) CONTINGENT LIABILITY — LITIGATION 
In addition to various claims arising in the 
normal course of business, the Company is in¬ 
cluded as one of seventeen defendants, along 
with all other members of the National Associa¬ 
tion of Food Chains, in an action filed on De¬ 
cember 30, 1975, by seven Texas livestock pro¬ 
ducers. This action alleges violation of anti¬ 
trust laws in the purchase and sale of meat. 
The Company has not been served with a copy 
of the complaint but understands that the ac¬ 
tion seeks damages totaling in excess of 
$20,000,000 against all defendants, before 
trebling, plus injunctive relief. Since the suit 


has just been filed, neither management nor 
legal counsel are able to predict its ultimate 
outcome. However, in the opinion of legal 
counsel, which is based on the facts developed 
to date, discussions with management, and on 
other facts related to them by legal counsel 
for other food chains involved in earlier litiga¬ 
tion of the same type, the Company has good 
and meritorious defenses to this action and, 
accordingly, the Company and legal counsel 
are of the opinion that the resulting liability, 
if any, and costs of defending such action will 
not materially affect the Company’s consoli¬ 
dated earnings or financial position. 





We have examined the consolidated balance sheets of Colonial Stores Incorporated and 
subsidiaries as of January 3, 1976 and December 28, 1974, and the related consolidated 
statements of earnings, stockholders’ equity and changes in financial position for the two 
years then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly the 
financial position of Colonial Stores Incorporated and subsidiaries at January 3, 1976 
and December 28, 1974, and the results of their operations and the changes in their finan¬ 
cial position for the two years then ended, in conformity with generally accepted account¬ 
ing principles applied on a consistent basis. 


January 23, 1976 
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Consolidated Summary of Earnings 


c 


January 3, 
1976* 


Sales and operating revenues . $982,002 

Cost of sales . 768,621 

Operating and administrative 
expenses . 191,118 

959,739 

Operating profit . 22,263 

Other income (net) — 

interest and sundry items . 3,190 

25,453 

Interest on long-term debt . 2,085 

Earnings before Federal 
income taxes . 23,368 

Federal income taxes . 10,000 

Net earnings . $ 13,368 

Per share of common stock 
based on average number 
of shares outstanding 

during year . $3.49 

Average number of common 
shares outstanding during 
year (thousands) . 3,818 

Dividends paid per common share . $1.25 


*53 weeks; all other years, 52 weeks. 


Fiscal Year Ended 


December 28, 
1974 

December 29, 
1973 

December 30, 
1972 

January 1, 
1972 

(amounts in thousands) 


934,172 

827,214 

722,184 

696,296 

739,919 

647,684 

564,248 

542,295 

177,070 

160,984 

142,615 

136,181 

916,989 

808,668 

706,863 

678,476 

17,183 

18,546 

15,321 

17,820 

1,581 

2,398 

2,240 

1,152 

18,764 

20,944 

17,561 

18,972 

1,992 

1,580 

1,465 

703 

16,772 

19,364 

16,096 

18,269 

7,100 

8,250 

7,025 

8,200 

9,672 

11,114 

9,071 

10,069 


2.52 

2.57 

2.09 

2.34 

3,824 

4,309 

4,322 

4,284 

1.14 

1.04 

1.00 

.97 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE CONSOLIDATED SUMMARY OF EARNINGS 


The increase in sales and operating revenues 
in 1975 and 1974 as compared to the respec¬ 
tive preceding year resulted from increased 
business in existing and newly developed 
stores and from price inflation. In addition, the 
1975 fiscal year contained 53 weeks as com¬ 
pared to 52 weeks in 1974 and 1973. The with¬ 
drawal in 1974 from the Ohio and Kentucky 
markets adversely affected the sales increases 
enjoyed in both 1975 and 1974 when compared 
to the respective preceding year. The Com¬ 
pany operated an average of 27 fewer stores in 
1975 than in 1974 and an average of 30 fewer 
stores in 1974 than in 1973, with resultant un¬ 
measurable reductions in sales. 

Costs and expenses increased in both 1975 
and 1974 as a result of increased business, 
price inflation and the change in 1974 from the 
FIFO to LIFO method of costing substantially 


all inventories, as further delineated in Note 1 
of Notes to Consolidated Financial Statements. 

The lower other income (expense) in 1974 
when compared to both 1975 and 1973 resulted 
primarily from the recognition in that year of 
all expenses incident to the withdrawal from 
the Ohio and Kentucky markets. 

The earnings gain in 1975 resulted from a 
lower rate of price inflation and the inclusion 
of an additional week of operations in the year. 
Earnings in 1975 were adversely affected by 
sharp increases in wages, electric utility ex¬ 
penses and other costs which could not be ab¬ 
sorbed by related increases in gross margins. 
The earnings reduction in 1974 is attributed pri¬ 
marily to the effect of the 1974 change to the 
LIFO method of costing inventories in a period 
of variable price inflation. 
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BUSINESS 


The Company is engaged primarily in the op¬ 
eration of a chain of self-service, cash-and- 
carry retail food stores (supermarkets), in 
seven southeastern states, offering a full line 
of packaged grocery products, meat, poultry, 
fish, fruits and vegetables, bakery and dairy 
products, and other items of the type custom¬ 
arily sold in supermarkets, such as health and 
beauty aids and household items. 

The business in which the Company is en¬ 
gaged is highly competitive and is generally 
characterized by narrow profit margins, with 
earnings depending primarily on rapid turn¬ 
over of inventories and high sales volume. The 
Company competes in the sale of merchan¬ 
dise, as well as for locations for stores, with 
a number of national and regional chains, some 
of which have substantially greater resources 
than the Company, and with independent local 
outlets in all areas of its operations. Based 
upon available published sales figures for 
1974, the Company believes it is the seven¬ 
teenth largest supermarket chain in the United 
States. 

The Company purchases merchandise for re¬ 


sale from thousands of suppliers. These sup¬ 
pliers range in size from very small, locally 
owned firms to national firms considered lead¬ 
ers in their industry. The Company estimates 
purchases of merchandise for resale during 
1975 from any one supplier did not exceed 
seven per cent of its total purchases during 
the year. 

The Company places strong emphasis on the 
sale of nationally advertised brands of prod¬ 
ucts, but also carries an extensive line of 
various types of private-label products, most of 
which are manufactured or processed by others. 
Products manufactured or packaged by the 
Company include bakery items, dairy products, 
jams, jellies, mayonnaise, coffee, tea, and 
other similar items. Printing of store signs, sta¬ 
tionery and forms, as well as the manufactur¬ 
ing of store fixtures and equipment, are addi¬ 
tional activities of the Company. Substantially 
all of the products manufactured or packaged 
by the Company are sold through its super¬ 
markets and during 1975 accounted for ap¬ 
proximately nine per cent of the cost of prod¬ 
ucts sold by the supermarkets. 


Consolidated Statements of Earnings 

(Unaudited) 

Quarter Ended 

January 3, December 28, 
1976 1974 

(13 weeks) (12 weeks) 


(amounts in thousands) 

Sales and operating revenues. $244,597 217,652 

Cost of sales and operating expenses. 239,443 211,676 

Operating profit. 5,154 5,976 

Other income (expense), net — interest and sundry items. 382 (419) 

Earnings before Federal income taxes. 5,536 5,557 

Federal income taxes . 2,330 2,180 

Net earnings . $ 3,206 3,377 

Per share of common stock. $.84 .88 


The operating profit in 1975 when compared to 1974 was less, principally due to rapidly in¬ 
creasing operating expenses which were not offset by relative increases in gross profit. 


16 
























Colonial Stores Incorporated 

2251 North Sylvan Road - P.O. Box 4358, Atlanta, Georgia 30302 - Telephone (404) 768-4611 



Corporate Officers 



ERNEST F. BOYCE 
Chairman of the Board 
&, Chief Executive Officer 



FRANK N. JAMES 
President 



L. B. ALLEN 
Vice President 
Stores Development 
&, Properties 


R. L. BELVIN 
Vice President 
Stores Operations 


J. R. FOWLER 
Vice President 
Finance & Treasurer 



W. H. McCHESNEY R. H. SWEENEY J. W. ROWE 

Vice President Group Vice President Secretary 

&. Controller 


17 












Staff Officers 



T. B. BAILEY 
Vice President 
Manufacturing Operations 



W. F. STEWART 
Vice President 
Dairy Operations 



J. J. IRWIN 

Vice President Purchasing 
Equipment & Supplies 



H. M. THORNTON 
Vice President 

Warehousing &. Transportation 



W. B. LAWRENCE 
Vice President 
Marketing 



J. L. ZAHNER 
Vice President 
Management Information 


Operating Officers 



H. S. ADDISON 
Vice President 
Raleigh Division 



J. D. ISAACS 
Vice President 
Columbia Division 



J. P. QUIRK 
General Manager 
Southern Division 




G. J. REUSS 
Vice President 
Norfolk Division 


W. G. SPEARMAN 
Vice President 
Atlanta Division 


18 














366 Days Before Earnings Began 


THE YEAR of 1975 was the finest ever for Colonial, 
with sales reaching a record of $982,002,298. After all 
our operating costs and expenses were met, only 
$13,367,618 remained for stockholders’ dividends and 
retained earnings for company growth. How were those 
other 968,634,680 sales dollars used? To illustrate 1975 
operations, visualize the 982 millions in sales as flowing 
in evenly over 371 days of the fiscal year. Here’s what 
happened: 

290 DAYS and three hours were spent working to 
pay our “cost of sales” — more than $768,621,000 which 
we paid to manufacturers, processors and wholesalers 
for the merchandise to stock our stores. Producing 
sales to meet this expense required 13,000 people to 
work from December 29, 1974 until nearly noon on 
October 15, 1975. 

48 DAYS and most of another day developed sales 
to pay wages, Social Security, pension, insurance and 
other employee benefits. Meeting a payroll of almost 
$110,000,000 and benefit costs of more than $19,000,000 
had all of us working from October 15 until early 
December 3. 

5 DAYS and a couple of hours produced sales to 
pay our utilities bills. Paying for energy costs of more 
than $13,765,000 kept us busy from December 3 until 
midmorning on December 8. 


3 DAYS plus of hard work were needed to pay for 
more than $8,975,000 worth of store wrapping supplies. 
Generating the sales for this expense took us from 
December 8 until early on December 11. 

9 DAYS and five hours total sales were required to 
pay for fixtures and equipment, our rent, insurance and 
related expenses, which exceeded $25,488,000 in 1975. 
Paying this amount had us hard at work from December 
11 until about midday of December 20. 

3 DAYS and almost four hours were necessary to 
pay all other miscellaneous operating costs, except for 
taxes. A wide variety of expense categories, large and 
small, added up to over $9,000,000. To pay these, we 
worked from December 20 through December 23. 

5 DAYS plus an hour were required to effect sales 
to pay our taxes for 1975, a total of more than $13,610,000 
to federal, state and local governments. We worked 
from December 24 through December 29 to pay what 
was due. 

5 DAYS remained in the entire fiscal year after the 
sales in the first 366 days had paid for all of the above 
expenses. Our hard-earned profit of $13,367,618 is rep¬ 
resented by the sales we produced from December 29, 
1975 through January 3, 1976. Only five days out of 371 
were spent working for our stockholders and our com¬ 
pany’s future growth. 


COMMON STOCK 

The following table shows the high and low market in which it is traded) and the dividends 

sales prices of the Company’s common stock paid per share for each quarterly period during 

on the New York Stock Exchange (the principal 1974 and 1975. 


Year 


High 

Low 

Dividends 
Paid Per 
Share 

1974 

First quarter 

257/8 

17% 

$.275 


Second quarter 

23 

17% 

.275 


Third quarter 

19% 

14% 

.275 


Fourth quarter 

18% 

14 

.3125 

1975 

First quarter 

20% 

15% 

.3125 


Second quarter 

227/ 8 

19% 

.3125 


Third quarter 

22% 

19% 

.3125 


Fourth quarter 

22% 

19% 

.3125 


Transfer Agents 

Registrars 

The Fulton National Bank, 

The First National Bank of Atlanta, 

Atlanta, Georgia 30302 

Atlanta, Georgia 30302 

Bankers Trust Company, 

Chemical Bank, 

New York, New York 10017 

New York, New York 10015 
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